
UNITED STATES

SECURrrWSANDEXCLIANCE COMJ11SSJON

Washington D.C 20549

ANNUAL AUDITED REPORT
FORM X-17A-5

PART III

0MB APPROVM

FACING PACE

Information Required of Brokers and Dealers Pursuant to Section 17 of the

Securities Eichange Act of 1934 and Rule 17a-5 Thereunder

REPORTFORTHEPERJODBEGINNING January 2009 ANDENDNGDecember 31 2009

MM/DD/YY MM/DD/YY

REGISTRANT IDENTIFICATION

NAMEOFBROXER-DEAI.ER Garden State Securities Inc OFFICAt USE ONIY

ADDRESS OF PRiNCIPAl. PLACE OF BUSINESS Do no use P.O Box No FIRM JD NO

1540 Route 138 Suite 303

No and Street

Wall Township NJ 07719

City Slate Zip Code

NAME AND TELEPHONE NUMBER OF PERSON TO CONTACT IN REGARD TO THIS REPORT
Kevin DeRosa President 7322806886

Area Code eephone Number

ACCO1ThJTAI4T IDENTIFICATION

INDEPENDENT PUBLIC ACCOUNTANT whose opinion is contained in this Reporl

Todinan Co CPAs P.C
Name rjsndrvidzial riot toil freit mddi atom

61 Broadway 32nd Floor New York

CHECK ONE

Certified Public Accountant

ElI Public Accountant

City Slate

LI Accountant not resident in United States or any of its possessions

Claims for exemption from the requirement that the annual report be covered by the opinion of an independent pi.rblic accountant

must be supported by statement offacts and circumstances relied on as the ba.sis for the exemption See Section 240.I7a-5e2

SEC 141006-02

Potential persons who are to respond to the collection of

information contained in this form are not required to respond
unless the form displays currentlyvalid 0MB control number

Ii Hill Ill 11111 llI IllI iI iI

10026984

0MB Number
3235.01231

Eirpires February 28 20101
Estimated average burden

hours per response 2Zj

Lc FIL.E NUM8E

25790 __J

Address

NY 10006270

Zip Code

SECURITIES A4i EN

FEB 2010

OF F-d
brtIat_UI

FOR OFFICIAL USE ONLY



OAT OR AFFIRMATION

Kevin DeRosa swear or affirm thai to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaIning to the firm of

Garden State Securities Inc

of December 31 2009 are true and correct further swear or affirm ihat

neither the company nor any partner proprietor principal officer or director has any proprietary interest in any account

classified solely as thai of customer except as follows

Signature

President
Title

Notary Public MOMCA THO5ON
Notylc

This reporl contains check all applicable boxes N.wJsIsy
El Facing Page ciOEpIrss .ig 25 2O3

El Statement of Financial Condition

El Statement of ncome Loss
El Statement of Changes in Financial Condition

El Statement of Changes in Stockholders Equity or Partners or Sole Proprietors Capital

El Statement of Changes in Liabilities Subordinated to Claims of Creditors

El Computation of Net Capital

El Computation for Determination of Reserve Requirements Pursuant to Rule 15c3-3

El Information Relating to the Possession or Control Requirements Under Rule 15c3-3

Eli Reconciliation including appropriate explanation of the Computation ofNei Capital Under Rule 5c3-J and the

Computation for Determination of the Reserve Requirements Under Exhibit of Rule 15c3-3

El it Reconciliation between the audited and unaudiied Statements of Financial Condition with respect to methods of

consolidation

El An Oath or Affirmation

El copy of the SIPC Supplemental Report

El report describing any material inadequacies found to exist or found to have existed since the date of the previous audit

For conditions of confidential treatment of certain portions of this filing see section 240.1 7a-5e
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iNDEPENDENT AUDITORS REPORT

To the Officers and Directors of

Garden State Securities Inc
1540 Route 138 Suite 303
Wall Township NJ 07719

We have audited the accompanying statement of financial condition of Garden State Securities Inc theCompany as of December 31 2009 This financial statement is the responsibility of the Companys
management Our responsibility is to express an opinion on this financial statement based on our audit

We conducted our audit in accordance with U.S generally accepted auditing standards Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the statement of
financial condition is free of material misstatement An audit includes examining on test basis evidence
supporting the amounts and disclosures in the statement of financial condition An audit also includes
assessing the accounting principles used and significant estimates made by management as well as evaluating
the overall statement of financial condition presentation We believe that our audit of the statement of
financial condition provides reasonable basis for our opinion

In our opinion the statement of financial condition referred to above presents fairly in all material respectsthe financial position of Garden State Securities Inc as of December 31 2009 in conformity with U.S
generally accepted accounting principles

New York New York

February 232010



GARDEN STATE SECURITIES INC
STATEMENT OF FINANCJAE CONDITION

DECEMBER 31 2009

ASSETS

Cash

1.275774Securities owned at fair value

4669Receivable from clearing firms

959314Deposit with clearing firms

115000Investment in non-marketable secur ties at fair value

104381Furniture and equipment less accumulated depreciation
of $256205

46.710Leasehold improvements less

accumulated amortization of $26697
08322Security deposits

65048Prepaid expenses

88598Due from related entities

30241Other assets

2917

Total assets

1QQ4
L1A1I1LJTnS SUBORDINATED BORROWINGS AND STOCKJ1OLDEI EQUITy

Liabilities

Accounts payable and accrued expenses
446622Short-term borrowings

62062Due to related
entity _Q98

1529622

Subordinated borrowings
Subordinated loan agreements

Commitments and contingencies

Stockholders equity

Common stock no par value

Authorized 000 shares
Issued and outstanding 000 shares

40000Additional paid-in capital

732706Retained earnings

Total stockholders equity

Total
liabilities subordinated

borrowings and stockholders equity

The accompanying notes are an integral part of these financial statements



GARDEN STATE SECURITIES ThJC
NOTES TO FINANCIAL STATEMENTS

DECEMBER 31 2009

Note Nature of Business and Summary of Significant Accounting Policies

Nature of Business

Garden Slate Securities Inc the Company broker-dealer is market maker on NASDAQengaged in agency investment banking and private placement transactions The Company clears
securities transactions through two clearing firms on fully-disclosed basis in compliance with theexemplive provisions of the Securities and Exchange Commission SEC Rule 5c3-lk2ijwhich provides that the clearing firm carry all of the accounts of the customers maintain and preserveall related books and records

Revenue Recognition

Securities transactions and the related commissions revenues and expenses are recorded onsetilement-date basis generally the third business day following the transaction date except foroptions which settle one day after the transaction There is no material difference in
reportingsecurities transactions between the trade and settlement dates

Valuation of Securities Owned and Sold Not Yet Purchased at Fair Value
Definition Hierarchy

The Company adopted Topic ASC 820 formerly Statement of Financial Accounting Standards No57 Fair Value Measurements SFAS 57 effective January 2008 Under SFAS 57 fairvalue is defined as the price that would be received to sell an asset or paid to transfer
liability i.ethe exit price in an orderly transaction between market participants at the measurement date

In determining fair value the Company uses various valuation approaches SFAS 157 establishesfair value hierarchy for inputs used in measuring fair value that maximizes the use of observableinputs and minimizes the use of unobservable inputs by requiring that the most observable inputs beused when available Observable inputs are those that market participants would use in pricing the
asset or liability based on market data obtained from sources independent of the CompanyUnobservable inputs reflect the Companys assumptions about the inputs market participants woulduse in pricing the asset or liability developed based on the best information available in thecircumstances The fair value hierarchy is categorized into three levels based on the inputs asfollows

Level Valuations based on unadjusted quoted prices in active markets for identical assets
or liabilities that the Company has the

ability to access Valuation adjustments and block
discounts are not applied to Level securities Since valuations are based on quoted pricesthat are readily and regularly available in an active market valuation of these securities doesnot entail significant degree of judgment

Level Valuations based on quoted prices in markets that are not active or for which all
significant inputs are observable either directly or indirectly

Level Valuations based on inputs that are unobservable and significant to the overall fair
value measurement

The
availability of valuation techniques and observable inputs can vary from security to security andis affected by wide variety of factors including the type of security whether the security is new andnot yet established in the marketplace and other characteristics particular to the transaction To the



GARDEN STATE SECURITIES INC
NOTES TO FINANCIAL STATEMENTS

DECEMBER 31 2009

Note Nature of Business and Summary of Significant Accounting Policies Continued

Valuation of Securities Owned and Sold Not Yet Purchased at Fair Value
Definition hierarchy Continued

extent that valuation is based on models or inputs that are less observable or unobservable in themarket the determination of fair value requires more judgmeni Those estimated values do notnecessarily represent the amounts that may be ultimately realized due to the occurrence of futurecircumstances thai carmot be reasonably determined Because of the inherent
uncertainty ofvaluation those estimated values may be materially higher or lower than the values that would havebeen used had ready market for the securities existed Accordingly the degree of judgmentexercised by the Company in determining fair value is

greatest for securities categorized in LevelIn certain cases the inputs used to measure fair value may fall into different levels of the fair valuehierarchy In such cases for disclosure purposes the level in the fair value hierarchy within whichthe fair value measurement in its
entirety falls is determined based on the lowest level input that issignificant to the fair value measurement

Fair value is market-based measure considered from the perspective of market participant ratherthan an
enlity.specific measure Therefore even when market assumptions are not readily availablethe Companys own assumptions are set to reflect those that market participants would use in pricingthe asset or liability at the measurement date The Company uses prices and inputs that are current asof the measurement date including periods of market dislocation In periods of market dislocationthe observability of prices and inputs may be reduced for many securities This condition could causesecurity to be reclassified to lower level within the fair value hierarchy

Property Equipment

Depreciation of
property and equipment recorded at cost is computed on the

straight-line methodover an estimated useful life of five years

Cash

The Company maintains its cash in bank deposit accounts at one financial institution Accounts areinsured -by-the Federal Depositinsurance Corporation-up to $250000 The bank accounts at timesare expected to exceed federally insured limits The Company has not experienced any losses onsuch accounts

Income Taxes

The Company has made no provision for federal and state income taxes as the Company reports itstaxable income as Corporation under the Internal Revenue Code and will file its New Jersey taxreturn as Corporation pursuant to the retroactive Corporation election effective January 2009

Effective January 2009 the Company adopted ASC 740-10-50 Accounting for Uncertain TaxPositions formerly FASB Interpretation No 48 F1N48
The Company recognizes the tax benefits of uncertain tax positions only where the positions aremore-likely-thannot to be sustained assuming examination by tax authorities and determined to beattributed to the Company The determination of attribution if any applies for each jurisdictionwhere the Company is subject to income taxes on the basis of tax laws and regulations of thejurisdiction The application of tax laws and regulations is subject to legal and factual interpretation



GARDEN STATE SECURITIES INC
NOTES TO FINANCIAL STATEMENTS

DECEMBER 31 2009

Note Nature of Business and Summary of Significant Accounting Policies Continued
Income Taes Continued

judgment and uncertainty Tax laws and regulations themselves are subject to change as result ofchanges in fiscal policy changes in legislation the evolution of regulations and courl rulingsTherefore the actual
liability of the various jurisdictions may be materially diflŁrent frommanagements estimate which is zero as of December 31 2008 and 2009

Management has analyzed the Companys tax positions and has concluded that no liability forunrecognized lax benefits should be recorded for related tax positions taken on returns filed for openyears 2005-2008 or expected to be taken in year 2009 tax returns The Company identifies its majortax jurisdictions as U.S Federal and New Jersey where the Company operates The Company is notaware of any tax positions for which is
reasonably possible that the total amounts of unrecognized taxbenefits will change materially in the next months

Use of Estimates

The preparation of financial statements in conformity with U.S
generally accepted accountingprinciples requires management to make estimates and assumptions that affect the reported amountsof assets and liabilities and disclosure of contingent assets and liabilities at the date of the financialstatements and the reported amounts of revenues and expenses during the

reporting period
Recent Accounting Pronouncements

In June 2009 the FASB issued under ASC Topic 8lO-Consoljdation SFAS No 167 an amendmentto FASB Interpretation 6R Consolidation of Variable Interest Entities The statement requiresan entity to perform an analysis to determine whether the entitys variable interest give it
controlling

financial interest in variable interest
entity by rationalizing characteristics that would give it power

to direct the activities of variable interest
entity and the obligation to absorb losses or the right toreceive benefits from the

entity thai could potentially be significant to the variable interest entity Thestatement is effective for years beginning after November 2009 and is not expected to havematerial effect on the Companys financial statements

Note Fair Value Measurements of Securities Owned investments in Non-Marketable Securities
Securities owned

totaling $4669 are categorized as Level securities based upon the fair valuehierarchy in accordance with SFAS 157

The inputs and methodology used in valuing the following securities are not necessarily an indicationof the risks associated with investing in those securities

Investments in non-marketable securities
totaling $104381 consist mainly of restricted equity

securities and warrants and are categorized as Level securities based upon the fair value hierarchy
in accordance with SFAS 157 The changes in Level investments measured at fair value onrecurring basis are summarized below

Purchases
229356

Sales

216944
Realized and unrealized gains net

included in earnings
91969

Ending balance



GARDEN STATE SECURITIES INC
NOTES TO FINANCIAL STATEMENTS

DECEMBER 31 2009

Note Fair Value Measurements of Securities Owned Investments in Non-Marketable SecuritiesContinued

The sales of Level securities resulted in $179575 realized gain for the year ended December 312009 and the change in unrealized gains or losses relating to investments held at year end totaled$87606

Note Subordinated Borrowings

Borrowings subordinated to the claims of general creditors are covered by agreements approved bythe Financial Industry Regulatory Authority FINRiV and are thus available in computing netcapital To the extent that such borrowings are required for the Companys continued compliancewith minimum net capital requirements they may not be repaid Subordinated borrowings follow

Annual

Interest

Amount Due Date RateSubordinated Loan Agreement 300000 06-30-15 Libor -f 3.5%Subordinated Loan Agreement 23000 04-30-12 8%Subordinated Loan Agreement 7.500 04-30-12 8%

LQQo
The subordinated loan agreement totaling $300000 provides for six equal annual payments of$50000 with the first payment due June 30 2010

Note Commitments and Contingencies

Litigation and Regulatory Inquiries

In the normal course of business the Company is subject to regulatory inquiries and legal actionsincidental to its securities business The Company believes afier consultation with counsel that theresolution or the ultimate-outcomes of these matters are not expected to have material adverse effecton the financial condition of the Company However the Company has accrued approximately$45000 for possible settlements Nevertheless due to uncertainties in the
litigation process it isreasonably possible that managements view of the outcome in these matters could change in the nearfuture

Leases

The Company leases two office spaces in New Jersey under separate agreements The two leases inNew Jersey are scheduled to expire in March 2010 at which time the Companys offices will beconsolidated into one location In February 2010 the Company entered into new lease agreementto be effective April 2010 scheduled to expire March 2016 with an option to renew for fiveyears The future aggregate minimum annual rental payments under these leases are as follows



GARDEN STATE SECURITIES INC
NOTES TO FINANCIAL STATEMENTS

DECEMBER 31 2009

Note Commitments and Contingencies Continued

Leases Continued

Year Ending

pip2ber0 mourn
2010 201000
201 231000
2012 232000
2013 250.000
2014 256000

2015 thereafter

i42Q00
Rent expense including maintenance and real estate taxes for the year amounted to 124.461

Clearing Broker Agreement

Effective June 2008 the Company entered into five-year clearing agreement with RBC Dam CSRBC which provides termination fee of $10000 per month for each remaining month of theterm upon cancellation of agreement by either party

Note Net Capital Requirements

The capita ratio was 214% versus an allowable maximum of 1500% under the rules of the SECThe Companys net capita requirements under SEC Rule 15c3-l were $101975 The net capital of$713906 was $611931 in excess of the minimum net capita requirements

Note Financial Instruments with Off-Balance-Sheet Credit Risk

As securities broker the Company is engaged in buying and
selling securities for diverse group ofinstitutional and individual investors The Companys transactions are collateralized and areexecuted with and on behalf of banks brokers and dealers and other financial institutions TheCompany introduces these transactions for clearance to another broker-dealer on fully-disclosedbasis

The Companys exposure to credit risk associated with nonperformance of customers in
fulfillingtheir contractual obligations pursuant to securities transactions can be

directly impacted by volatiletrading markets which may impair the ability of customers to satisfy their obligations to the Companyand the Companys ability to liquidate the collateral at an amount equal to the original contractedamount The agreement between the Company and its clearing broker provides that the Company isobligated to assume any exposure related to such nonperformance by its customers The Companyseeks to control the aforementioned risks by requiring customers to maintain margin collateral incompliance with various regulatory requirements and the clearing brokers internal guidelines TheCompany monitors its customers
activity by reviewing information it receives from its clearingbroker on daily basis and requiring customers to deposit additional collateral or reduce positionswhen necessary



GARDEN STATE SECURITIES INC
NOTES TO FINANCIAL STATEMENTS

DECEMBER 31 2009

Note Consolidation of Variable Interest Entities

The FASB issued FIN 46 Conso/idaijon 0/Variable Inieresi Eniiiies amended by FTN 46R withan initial measurement for pre-existing entities or business arrangements effective in 2006 FIN 46Raddresses the consolidation of business enterprises to which the usual Condition of Consolidationownership of
majority voting interest does not apply This

interpretation focuses on
controllingfinancial interests that may be achieved through business arrangements that do not involve

votinginterests It concludes that in the absence of clear control through voting interests companysexposure variable interest to the economic risks and
potential rewards from the variable interestentitys assets and activities are the best evidence of control If an enterprise holds majority of thevariable interests of an entity it would be considered the primary beneficiary The primarybeneficiary is required to consolidate the assets liabilities and results of operations of the variableinterest

entity in its financial statements

The Company has evaluated its
relationships with three entities all of which are under commoncontrol the Company shareholders are the owners in all three entities and has determined thatalthough the entities are variable interest entities V1E and the Company holds variable interests inthe entities these entities have not been consolidated in the Companys financial statements pursuantto FIN 46

The Company received advances from one entity which is inactive see Note

The other two entities provide investment advisory and insurance services Those revenues
totaling

$70400 in the
aggregate are being reported by the Company The two entities are pass-thru entitiesfor income tax purposes and have minimal operating expenses The Company has determined thatthese entities are VIEs and that the Company is the primary beneficiary If the financial statementsby these VIEs had been consolidated with those of the Company total assets and liabilities would beincurred by $34279 and $20938 as of December 31 2009 and revenue and expenses would beincreased by $8414 and $4676 Accordingly these entities have not been consolidated because theCompany has determined that there would be no material effect on the Companys financialcondition results of operations and the computation of net capital under SEC Rule l5c3-1

Note Related Entity Transactions

Due from -ReIated-Payjj

During the year the Company advanced funds to certain related parties under common control Thetotal amount due was $30241 at December 31 2009

Due to Related Party

The amount of $20938 represents net advances received from Garden State Holdings LLC GSHan entity under common control owned by the same shareholders of the Company GSH is not anoperating company and has no assets other than the related party transaction described above Thisadvance is subject to interest payments on monthly basis in accordance with terms of line of creditentered into by GSH

Lease Arrangements

The Company makes rent payments for one of its independent branch office located in New Jersey inwhich one of its shareholders has financial interest The total annual rent paid of approximately$45000 is substantially all reimbursed on month to month basis by its branch office



GARDEN STATE SECURITIES INC
NOTES TO FINANCIAL STATEMENTS

DECEMBER 31 2009

Note Prior Period Adjustment

During the latter pan of the year 2009 the Company reviewed its
outstanding brokers loans as ofDecember 31 2008 and discovered that it had

inadvertently expensed $142.35 as commissionexpense in year ended December 31 2008 The effect of this prior period adjustment resulted in an
increase in loans receivable non-allowable asset with

corresponding increase in retainedearnings as of December 2008 This adjustment had no effect to the net capital computation for
the year ended December 2008

Note 10 Defined Contribution Plan 401k

The Company has defined contribution plan 401k that provides for emp1oyees contributions andvoluntary employers matching contributions No employers matching contributions were made noraccrued for year ended December 31 2009

Note 11 Subsequent Events

In accordance with SFAS 169 Subsequent Events the Company evaluated all subsequent events
from the date of the balance sheet through February 23 2010 which represents the issuance date ofthese financial statements Other than the above there were no material events or transactionsoccurring during this subsequent event reporting period which require recognition or disclosure in thefinancial statements

copy of the Companys statement of financial condition as at December 31 2009 pursuant to SEC Rule7a-5 is available for inspection at the Companys office and at the regional office of the SEC


